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Annual General Meeting 


Shareholders are cordially invited to attend 
the Company’s Annual General Meeting 
which will be held on ~ 
Monday, April 25th, 1988 at 9:30 a.m. 
in the Viking Room at the Calgary Petroleum Club, 
319 - 5th Avenue S.W., Calgary, Alberta. - 
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Letter To The Shareholders 


his report is submitted on 

d behalf of the Board of Direc- 

tors and will present a brief 

review of important developments 

which have affected the Company 
during the past year. 


The Company 


eoples Oil Limited is a 
P Calgary-based oil and gas 

exploration and develop- 
ment company whose activities 
are primarily concentrated in the 
Powder River Basin in Wyoming, 
with some other interests in 
Alberta and offshore Nova Scotia. 


Mon-Oil Limited, the largest 
shareholder of Peoples, develops 
and operates oil and gas projects 
in which Peoples is invited to par- 
ticipate. Peoples’ participation 
with Mon-Oil is on a heads-up 
basis. 


Peoples also participates in pro- 
jects developed by other oil and 
gas companies. 


Crude Oil and Natural 
Gas Prices 


he oil and gas industry 
Ee continues to be plagued 

with fluctuating crude oil 
prices and abnormally low gas 
prices. This situation has made it 
most difficult to undertake mean- 
ingful economic analyses required 
for the development of oil and gas 
prospects. 


South Cole Creek Pro- 
ject, Central Wyoming 
eoples and its partners are 
P maintaining a restricted 
producing rate in excess of 


150 barrels of oil per day, from 
three wells in the South Cole 


Creek field. The properties con- . 


tinue to produce trouble-free. No 
additional development is plan- 
ned for the immediate future, 
although we are still interested in 
drilling a deep Dakota extension 


test well on the north end of the 
field when arrangements can be 
made for the farm-in or acquisi- 
tion of the prospect lands. 


The South Cole Creek Dakota 
sand reservoir is an excellent 
source of light gravity crude oil. 
Our first oilwell in the reservoir, 
State #1, has been on continuous 
production for over seven years 
and has not incurred any signifi- 
cant expenditures for its opera- 
tions. The State #1 well commenc- 
ed production in 1982 at 25 barrels 
of oil per day and is currently pro- 
ducing 15 barrels of oil per day. 
The decline in productivity of the 
well is due mainly to a decrease 
in the reservoir pressure. 


The working interest operator of 
the South Cole Creek Unit, which 
lies adjacent to our South Cole 
Creek producing leases, has ex- 
pressed an interest in acquiring 
our properties for a large cash 
bonus. We are exploring the 
possibilities of such a sale, as we 
have other promising leases into 
which we could invest the pro- 
ceeds from such a sale. 


V-Iwo Draw Project, 
Central Wyoming 


n June of 1987, Valentine #1, 
I our producing Third Frontier 

oilwell, was successfully 
stimulated with a sand-diesel frac 
treatment. This treatment increas- 
ed the producing rate from 10 bar- 
rels of clean oil per day to 25 bar- 
rels of clean oil per day. Prior to 
the stimulation treatment, the 
well had been placed on an ex- 
tended bottom-hole pressure 
buildup test which indicated that 
there was no noticeable decline in 
reservoir pressure after approx- 
imately 35,000 barrels of crude oil 
had been produced. We interpret 
the pressure survey to mean that 
the reservoir is large in aerial ex- 
tent even though the main oil pro- 
ducing sand member is only five 
feet in net thickness. 


The producing sand is en- 
countered at a depth of 9,640 feet 
and the cost of drilling to this 
depth, coupled with unstable oil 
prices, makes additional develop- 
ment drilling impractical at this 
time. 


There has been a great deal of 
land activity in the vicinity of our 
VIwo Draw undrilled acreage 
where the Peoples group holds 
3,000 gross acres and 2,000 net 
acres. Some adjacent unleased 
Federal leases sold in January, 
1988 for $160 U.S. per acre. This 
bonus was for five-year leases, 
whereas most of our leases are 
held by production and should be 
in effect for many years, thus 
making our leases more valuable. 


Meridian Oil Inc. of Houston, 
Texas has approached our group 
with a request for an option to 
drill a deep Lakota sand test well 
on leases which are adjacent to 
part of our V-Two Draw leases. 
The Meridian well will be taken to 
a depth of approximately 10,200 
feet and will be a three-quarter 
mile step-out to a well abandon- 
ed by Mobil Oil in 1987 which 
tested free oil from the Second 
Frontier sand at a depth of about 
8,500 feet. 


There is a strong possibility that 
Peoples will participate with Meri- 
dian in the drilling of the test well 
by pooling leases with Meridian 
prior to commencement of drilling 
operations. We anticipate that 
Peoples’ interest will be about 15 
to 25 percent of the project, which 
will cover about 1,200 leased 
acres. There are unleased Federal 
lands adjacent to the test well site. 
Meridian would hope to purchase 
these leases by open bidding if the 
test well was successful. The main 
geological objective is the Second 
Frontier sand; however, there are 
six other zones of possible pro- 
duction in the area, including the 
Shannon, First Frontier, Third 
Frontier, Muddy, Dakota, and 


Lakota sands. Together, these 
potential zones comprise reservoir 
rocks in excess of 125 feet in 
thickness, so the project is one of 
considerable importance to 
Peoples. 


More details will be forthcoming 
to the Shareholders as the Meri- 
dian project proceeds. Meridian is 
a major U.S independent oil ex- 
ploration and production com- 
pany, and is a wholly owned sub- 
sidiary of Burlington Northern 
Railroads. Meridian has extensive 
oil and gas properties in the mid- 
continental area of the U.S. and in 
the North Sea, and is highly 
regarded in the oil and gas 
industry. 


SDC Properties, 
South-West Colorado 


he gas-condensate wells 
: which we acquired from 


SDC in the Papoose Can- 
yon field of southwest Colorado 
continue to produce trouble-free 
at production rates ranging from 
20 to 30 barrels of condensate per 
day per well, and from 400 to 800 
MCE of wet gas per day per well. 


In April, 1987 gas prices fell from 
$3.35 U.S. per MCF to $1.25 U.S. 
per MCF. Condensate prices have 
also fallen, but not nearly as 
drastically as gas. 


It is expected that gas prices will 
return to the $3.35 U.S. per MCF 
level within about 18 months, or 
possibly sooner. 


We are awaiting a decision by 
FERC (the U.S. Federal Energy 
Regulatory Commission) which 
may declare additional gas gather- 
ing and transmission systems in 
the U.S. as common carriers, 
thereby opening up new markets 
for the sale of gas. Inasmuch as 
our SDC gas producing properties 
at Papoose Canyon are in a 
relatively isolated area of south- 
west Colorado, we now are forc- 


ed to accept whatever the pipeline 
is prepared to offer. 


If new gas carrier rules are 
brought in by FERC, the market- 
ability of our gas would be 
enhanced considerably. 


Burke Ranch, 
Central Wyoming 


uring the past year there 
D were several develop- 

ments in the Burke 
Ranch area. Burke Ranch is 
located in central Wyoming, about 
20 miles north of Casper. The 
Burke Ranch oil and gas area in- 
cludes the Burke Ranch Dakota 
Sand: Unit which covers approx- 
imately 1,700 acres and which was 
discovered by Exxon in 1951. The 
Unit wells produced large 
volumes of light gravity oil from 
a depth of about 6,500 feet in the 
Dakota sand (about 450,000 bar- 
rels per well). Detailed engineer- 
ing, geological, and economic 
studies, conducted over the past 
five years by Mon-Oil Limited, in- 
dicate that an undeveloped area of 
Dakota sand lies adjacent to the 
developed area and that in all 
likelihood, high quality crude oil 
may be developed in the undrill- 
ed areas. This project would be 
highly economic at present crude 
oil prices of approximately $16.00 
U.S. per barrel. 


During the past year, efforts by 


Mon-Oil to obtain oil and gas 
leases have resulted in the acquisi- 
tion of about 29 percent working 
interest in the Burke Ranch Unit. 
Projects similar to Burke Ranch 
are being actively pursued, and 
should provide Peoples with an 
important source of minimum risk 
crude oil production. 


Other Projects 
Reno Wyoming Wildcat 


Peoples is currently reviewing the 
geology and economics of par- 
ticipating in a wildcat well in cen- 
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tral Wyoming. This well will be 
drilled as a 15,200 foot Tensleep 
sand test by a major independent 
operator with headquarters in 
New Orleans. The well will be 
located on about 6,000 acres of 
potentially productive land, in 
which Peoples would own ap- 
proximately 20 percent. Plans to 
drill the test well are almost com- 
plete, and drilling operations 
could commence by the beginn- 
ing of the third quarter of this 
year. We will be sending a more 
complete report on this project as 
plans for the drilling of the test 
well progress. 


Overthrust Belt, 
Western Wyoming 


We are examining the possibility 
of developing oil and gas in other 
areas of the Rocky Mountains, in- 
cluding the overthrust belt of 
western and south western > 
Wyoming, where Exxon and 
Amoco hold large areas of highly 
potential gas and gas condensate 
leases. The Company may par- 
ticipate with Amoco and/or Exx- 
on in some drilling projects in this 
area. 


Alberta and Saskatchewan 


Peoples also plans to increase its 
search for oil and gas reserves in 
Canada, particularly in southern 
Alberta and possibly in parts of © 
southwestern and southeastern 
Saskatchewan. 


Finances 


eoples continues to show a 
P strong working capital and 

financial position with a 
debt free balance sheet, while 
engaging in an active plan of 
development to increase our oil 
and gas production and cash flow. 


If market conditions permit, the 
company plans to do an issue of 
treasury shares sometime late in 
the second quarter or early in the 
third quarter. Funds from this - 
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issue would be used to develop 
additional high quality, low cost 
oil and gas reserve projects. As 
well, we will continue to examine 
acquisition possibilities which 
could further add to the cash flow 
of the company. 


The future continues to look very 
bright for Peoples, and we are 
confident that we will see real 


growth in 1988 and beyond. 


We wish to take this opportunity 
to thank all those persons who 
have helped Peoples during the 
past year, including several 
members of the staff of Mon-Oil. 
We also thank our many 
shareholders for their continuing 
loyal support. 


LEGEND 
/ | PEOPLES OIL INC. LAND 


OIL WELL 
SUSPENDED WELL 

> DRY & ABANDONED WELL | 
FIELD BOUNDARY 


MARCH, 1988 
| é a Te MILES 


SOUTH COLE CREEK & V-TWO DRAW 
CONVERSE CO, WYOMING 
DAKOTA SAND WELL MAP 


Respectfully submitted on behalf 
of the Board of Directors, 


Ck. 73 Re Ko 
John B. Maughan, P.Eng. 


President and Chief Executive 
Officer 


Calgary, Canada 
March 3, 1988 
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Auditors Report 


e have examined the 
W consolidated balance sheet 
of Peoples Oil Limited as 


at October 31, 1987 and the con- 
solidated statements of income and re- 
tained earnings and changes in finan- 
cial position for the year then ended. 
Our examination was made in accor- 
dance with generally accepted 
auditing standards, and accordingly 
included such tests and other pro- 


Assets 

Current assets: 
Cash and term deposits 
Inventory 
Due from affiliates 


Total current assets 


FINANCIAL STATEMENTS 


cedures as we considered necessary 
in the circumstances. 


In our opinion, these consolidated 
financial statements present fairly the 
financial position of the company as 
at October 31, 1987 and the results of 
its operations and the changes in its 
financial position for the year then 
ended in accordance with generally 
accepted accounting principles ap- 


Consolidated Balance Sheet as at October 31, 1987 
(with comparative figures for 1986) 


Petroleum and natural gas properties, at cost 
Less accumulated depletion and depreciation 


Liabilities and Shareholders’ Equity 

Current liabilities: 
Accounts payable 
Income taxes payable 
Deferred income taxes 


Total current liabilities 
Deferred income taxes 


Shareholders’ equity: 
Share capital (Note 4) 
Authorized: 


10,000,000 common shares without nominal 


or par value 
Issued: 
2,075,003 common shares 


(1986 - 1,955,003 common shares) 
Foreign currency translation account 


Retained earnings 


On behalf of the Board: 


, Director 


, Director 


See accompanying notes. 


plied on a basis consistent with that 
of the preceding year. 


Lig oe 
Chartered Accountants 


Calgary, Canada 
January 27, 1988 


1986 


1,047,876 
32,369 
85,333 

2,081 


1,167,659 
1,088,616 
669,800 
418,816 
3,245 


1,589,720 


949,062 
33,266 
64, 104 

1,835 


1,048,267 
1,071,469 
556,540 
514,929 
3,029 


$1,566,571 


— 215 
2,942 26,000 
26,318 57,000 


* 29,260 83,215 
228,951 254,745 


743,200 
21,376 
566,933 


1,331,509 
$ 1,589,720 


697,300 
46,928 
484,383 


1,228,611 
$ 1,566,571 
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Consolidated Statement of Income and Retained Earnings as at October 31, 1987 


(with comparative figures for 1986) 
1987 1986 
Revenue: 
Oil and gas 302,265 434,330 
Royalty 18,574 33,927 
Interest 75,198 69,176 


396,037 537,433 
Expenses: 
Production costs 45,275 
Joint venture operating costs 42,377 
Depletion and depreciation 146,240 
General and administrative 69,860 
Foreign currency loss (gain) 78 
303,830 330,049 
Income before income taxes 92,207 207,384 
Income taxes (Note 3): 
Current 41,432 26,000 
Deferred (31,775) 59,492 
: 9,657 85,492 
82,550 121,892 
484,383 362,491 
566,933 $ 484,383 


0.04 $ 0.06 


Consolidated Statement of Changes in Financial Position as at October 31, 1987 


(with comparative figures for 1986) 
1987 1986 
Operating activities: 

Net income 82,550 121,892 
Items not affecting working capital: 

Depletion and depreciation 146,240 165,650 

‘Deferred income taxes (1,093) 8,853 
Net changes in non-cash working capital balances (74,533) 104,783 


153, 164 401,178 


Investing activities: 
Additions to petroleum and natural gas properties (90,292) (42,009) 
Effect of currency translation adjustments on cash flow (9,958) (975) 


(100,250) (42,984) 


Financing activities: 
Issue of common shares 45,900 ty 


Increase in cash and term deposits during the year ... 98,814 358,194 
Cash and term deposits, beginning of year 949,062 590,868 


Cash and term deposits, end of year $ 1,047,876 $ 949062 


See accompanying notes. 
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Notes to Consolidated Financial Statements as at October 31, 1987 


E: 


3. 


Significant accounting policies: 

a) Petroleum and natural gas properties: rene 
The Company follows the full-cost method of accounting for oil and gas operations in accordance with the 
Canadian Institute of Chartered Accountants Accounting Guideline “Full Cost Accounting in the Oil and 
Gas Industry”. Capitalized costs are limited to undiscounted estimated future net revenues, using prices at 
October 31, 1987, from production of proved reserves, after applicable income taxes and general and 
administrative expenses. Operations are carried out principally in the United States. 
Costs incurred are being depleted on the unit of production method based on estimated proven reserves. |} 
The Company has not capitalized any general and administrative expenses for the year. 

b) Foreign currency translation: 
The accounts of the United States subsidiary, which is accounted for as self-sustaining operation, have been 
translated into Canadian dollars on the following basis: 

(i) Assets and liabilities at the rate of exchange at the balance sheet date; 

(ii) Revenue and expenses at the average rate of exchange for the year. 

All gains and losses arising from foreign currency translation of the United States subsidiary are included | 
in the foreign currency translation account. . 

c) Joint venture accounting: 

Substantially all of the Company’s exploration activities are conducted jointly with others and accordingly |, 
these financial statements reflect only the Company’s proportionate interest in such activities. 

d) Inventories: 

Inventories are recorded at the lower of cost (first in first out) and replacement cost. 

Related party transactions: 

During the year, the Company made advances to Maughan Energy Limited, an affiliated company. 

The Company participates in joint ventures with Mon-Oil Inc., a wholly-owned subsidiary of Mon-Oil Limited, 

a shareholder. The terms of the joint ventures are considered comparable to similar transactions with non-related 

parties. Substantially all capital expenditures incurred during the year relate to these joint ventures. 

The Company has earned $1,176 ( 1986 - $1,186) of interest income on the amount due from Mon-Oil Inc. 

Maughan Energy Limited (1986 - Mon-Oil Limited) has provided management services to the Company during 

the year in the amount of $9,633 (1986 - $10,008). 

Income taxes: 1987 1986 

Provisions for income taxes based on combined basic Canadian 

federal and provincial tax rate of 50.2% (1986 - 48.8%) .........c.ceccccee $ 46,300 $ 101,203 

Increase (decrease) in income taxes resulting from: 

Lower effective income tax rate on 
earnings: Of foreign: subsidiaty. “sti scr te. ok naek dee Ae a eee (17,200) (18,554) 
Draw down of deferred income taxes 
accumulated: at :different=rates. \3iig scsi, teen eens ms ee eae (19,443) ate 
COUNT TL itis eh civ and LeTenoay OOPS ach ha tee i aries a ER ee tices a aS — 2,843 
$2) 59,6870 Go, BEAD 
Share capital: 


During the year 120,000 common shares were issued for cash of $45,900 upon the exercise of stock purchase options. 
Stock purchase options: 


Number Number 
; Number Exercised / Outstanding 
Expiry Date _Option Price _ Granted Expired 1987 
March 3, 1988 $0.35 155,000 135,000 20,000 — 
April 26, 1990 Be eet ee 51,000 5,000 46,000 
206,000 140,000 66,000 
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Notes to Consolidated Financial Statements (continued) 


5. Segmented information: — 


The Company operates Principally as an oil and gas exploration and development company. 


1987 
United 
Canada States Total 
Revenue: 
Oilman gasand royalty i222 6ic) eg ee $ — $ 320,839 $ 320,839 
LOS MENUS SGA a a Soa a ag ae 62,670 12,528 75,198 
62,670 333,367 396,037 
Expenses: 
Proaucnun: cOsts est 208 005 sire st eee — 45,275 45,275 
Joint venture operating costs ...0.0...00ccccccccccsccceee, 42,377 42,377 
Depletion: and depreciation. -.33.0..2.5. ot — 146,240 146,240 
UPS STURT 909 (1 Se on 78 —_ 78 
78 233,892 233,970 
Segmented income before the following so ied $ 62,592 $ 99,475 162,067 
Seneral ‘and admuristrative’. eos 69,860 
PDEQMOAARGS See ee ee eee lie eon McD 9,657 
PICEAMNCDIMNG Has ati oe oe ete PS aN | $ 82,550 
Idertttiidple assets) fe 5; eee use Sean ethos ee $ 812,536 $ 777,184 $ 1,589,720 
1986 
United 
Canada States Total 
Revenue: . 
Oibang: gas atid “royalty ce Sn as seer, OS eve eS $ _ $ 468,257 $ 468,257 
PRET OS Oa cne Grae cae Pee ees deed EE eae eee 65,676 3,500 69,176 
POPeIPr COLTER Cy: Salk) Siete tates (ute fea are daly 2,889 < 2,889 
68,565 471,757 540,322 
Expenses: 
ETOCUCHOT. CWIBtS-* ncan gin hb, sont Grae cee ee ie ete e este — 62,154 62,154 
Jomt venture ‘operating -cOsts 3 iia eet > 65,565 65,565 
Depletion: “and depreciation: si iiwse se reg nah etek ee 165,650 165,650 
-—- 293,369 293,369 
Segmented income before the following .................. $ 68,565 $ 178,388 246,953 
General-and- administrative oo 2000 uae ie ds eee a 
RESIN GMI MMES? tee Wel oha es ety cc een loca cane pares chackan sue? Mss B5,A92 
sn a Ta. 9 ol la mar Ps eR A PR nee A aOR Ne Oe $121,892 
Iderititiqhle assets fc) cub wicca Pater eed Actes: $ 775,894 $790,677 $ 1,566,571 


6. Certain of the 1986 comparative figures have been reclassified to conform with the 1987 presentation. 
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